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Classification of Serial Maturities
B A T A B L E questions are sometimes
DEsaid
to provide some of the spice of
technical procedure in accountancy. As
one looks over the list of such questions
there are many which appear to be possible
of settlement through the application of
refined classification. In fact, most of the
questions of classification probably may be
settled by sufficient consideration of the
variable factors which affect the problems
and corresponding refinement in providing
for the conditions to which variation gives
rise.
One of the outstanding questions of
classification involves serial maturities of
funded or long term debts. The present
somewhat marked tendency of so arranging
bond and note issues that the maturities
will be spread over a period of years, furnishes the occasion for considerable attention from time to time to this matter. The
question at issue is when, if ever, maturing installments should be included
among the current liabilities. This is
a matter which obviously has considerable bearing on the current ratio, and
may distinctly affect the current position
of a company depending on whether
this installment about to mature is or is

not included as a current liability.
The classification prescribed by the
Interstate Commerce Commission, which
has served as a substantial basis for much
of the legislation affecting accounting,
deals with funded debt maturing, as
follows:
"There shall be included in this account
the total par value of unmatured debt maturing more than two years from date of issue,
issued by the accounting company and not
retired or cancelled. * * * "
This provision is so interpreted and
applied that debts maturing one day after
a balance sheet date are held to mature as
of the balance sheet date, while maturities
falling on the second day following a
balance sheet date are considered to have
fallen without the period closed by the
date at which the balance sheet is prepared. In other words, in a case where the
balance sheet is of December 31, and the
question is one of deciding, under the provisions of this section, whether or not a
maturity debt should be classified as unmatured or matured, if the date of maturity
falls on January 1, the obligation is regarded as having matured December 31.
If the date falls on January 2, the debt, for
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purposes of the December 31 balance sheet,
has not matured.
While the accounting for utilities does
not take as much cognizance of current
position as is taken in the field of commercial activity, the position and classification
as to maturities may have some bearing
on the picture displayed by the balance
sheet. In the commercial field not only
is increasing attention being given to
current position, but thousands of ratios
are now being built up for purposes of
comparison and differentiation with respect
to companies operating in the same field
over a period of years and to companies
operating in various lines of business.
Where installments are maturing in like
amounts from year to year, the effect on
current position, granting that the obligations are to be redeemed, would be uniform
over the period during which the maturities
fall due, and during such period would not
distort, in so far as fluctuations are concerned, the current position of any company.
This, possibly, would not be
prejudicial to the standing of any company
except where the period of maturities is of
short duration and an attempt might be
made to compare current position during
this short period with a long stretch
preceding and following the period under
consideration. Difficulty would be encountered in undertaking to compare two
companies where, with the obligations
being redeemed as they mature, one
company were to include the maturities
as current, while the other company were
to exclude such items from the current
liabilities.
The difficulty in attempting to suggest a
rule for the settlement of a question such
as the one under discussion lies in the fact
that the financial procedure may vary not
only with respect to different companies,
but within the same company from time
to time. Maturing obligations may be
redeemed or they may be refunded. Where
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they are to be redeemed as they mature,
there is a strong argument in favor of i n cluding the maturing installments among
the current liabilities. Just where to draw
the line as to when an obligation of this
kind becomes current is a somewhat difficult matter. The general tendency is to
follow the arbitrary period of two years
laid down by the Interstate Commerce
Commission. Even with this aid, however,
the problem is not entirely solved. The
accountant at times is not in a position to
ascertain what disposition will finally be
made of maturing installments. Proceeding on the statement of intention on the
part of company officials as to the disposition of an item about to mature, the accountant might easily be placed in the
somewhat embarrassing position of including it among current liabilities, only
to have the obligation refunded when it
falls due.
On the other hand, there is a possibility
of serious criticism i f an accountant puts
out or is a party to a statement put out
by the company in which a substantial
amount of maturing debt has not been
brought to the attention of anyone who
may have occasion to read the balance
sheet. There is some doubt as to which is
the more preferable position to be in,
namely, to have included something which
should not have been included, or to have
failed to include something which should
have been included. Either position seems
to augur i l l for the accountant i f he attempts too much precision in the way of
classification with respect to this item.
The solution of the problem which
seems to meet the situation with fairness
alike to the client, to anyone who may read
the balance sheet, and to the accountant,
consists in making use of the very useful
device of parenthetical explanation. If
following or underneath the caption setting
forth the debt in total, there is inserted in
parentheses a memorandum showing the
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date and amount of the next maturing
installment or installments, if the situation
requires the latter, every purpose appears
to be served. The reader is on notice as
to the time when the installment will
mature, the facts have been stated, and
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even though sharp classification has been
purposely avoided, even the statisticians
who may have occasion to use the figures
are in a position to adjust the current
liabilities or not, as their judgment or
scheme of use may dictate.

